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REPORT ON THE WORKS COST OF HOT METAL (IRON 
FOR STEEL MAKING) AND FAIR EX-WORKS PRICES OF 
PIG IRON (BASIC and FOUNDRY GRADES). 


1. Pig iron prices have not been statutorily controlled. During the war, 
however, Government made half-yearly contracts 
ig ron pr . Steel Company and the Indian 

Iron and Steel Company for supplies of pig iron for war purposes at special 
Government rates. These special rates-were in force upto 31st March, 1946. 
Since Lst April, 1946, supplies to Government have been made on the basis 
of commercial prices.' On Ist February, 1948, the commercial prices were 
increased by Rs. 20 per ton over the previous rates. Government wanted to 
examine the reasonableness of this increase and deputed their Cost Accounts 
OfRcer to examine the works cost of pig iron at the \^rks of the Indian Iron 
and Steel Company. The Company could not agree to the costs as arrived at 
by the Cf)st Accounts Officer, nor could it accept the overheads and profits 
as suggested by the Ministry of Industry and Supply. Subsequently, it was 
decided to refer the whole question to the Tariff Board for detailed investigation. 


2. The Government of India, Ministry of Commerce, in their letter No. 

3-T/(l)/48, dated 15th October, 1948, (Appendix 
Scoje'oT"the“’inJuify‘!*‘'‘‘' requested the Board to investigate the works 
cost of hot metal (iron for steel making) and also 
determine the fair ex-works prices for pig iron (basic and foundry grades), 
wliile determining the fair retention prices for billets and other categories 
of steel as desired in Government’s Ilesolution No. 3-T/(l)/48, dated 7th 
February, 1948. 


3. The Board’s Technical Adviser and Cost Accounts Officer visited 

Method ot inquiry. Company at 

Hirapur and Kulti on 26th October, 1948, and examin¬ 
ed the works ooste for the period April/June, 1948, in the case of the Kulti 
Works and January/March, 1948, in the case of the Hirapur Works, as those 
periods were considered to be normal from the point of view of production. 
With these co.sts as the basis, they worked out the estimates of works costs 


for the year 1949. Those were shown to the management of the Company and 
agr;'.ed t o by it. It may be pointed out that at the Hirapur Works of the Indian 
Iron and Steel Company, no distinction is made in the cost.? between hot metal 


(iron for s(;e,el making) supplied to the Steel Corporation of Bengal and the cost 
of pig iron (basic and foundry grades) available for sale. Since, however, the 
consumption of raw materials and production per day differs con.^idorably for 
hot, metal and foundry iron, wc have estimated the costs separately for hot metal 
and for foniidry iron on the ba.sis of the information .supplied by the Company. 
We are not recommending separate prices for pig iron (basic and foundry grades) 
lirodiiced at (he Works of the Tata Iron and Steel Company, as the production 
of pig iron there is incidental and forms a frae.tion of the Company’s total pro¬ 
duction of hot metal. We have, however, examined the hot metal eo.st and 
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pig casting machine cost at the Tata Iron and Steel Company's Works in con¬ 
nection with our inquiry into the fair retention prices for steel. The represen¬ 
tatives of the Indian Iron and Steel Company were examined by the Jlciard 
on 7th and 8th December, 1948, and the names of those who attended the inqui¬ 
ry are given in Appendix 11. 

4. (a) The normal rated capacity at the Hirapur Works is 6,00,000 tons 

. . , per annum and at the Kulti Works it is 2,50,000 tons 

Estima e o pro uc ion. annum. On account of coke shortage, however, 

production at both the works is ‘below capacity. As a matter of fact, oue 
blast-furnace is compht.ely shut down at Kulti. The Company expects to 
step up production as soon as its new coke oven plant, which is under construc¬ 
tion, is ready. 

(Ij) After discussion with the management of the Company, wo have esti¬ 
mated the annual production for the year 1949 at the Hirapur Works at 4,40,000 
tons and at the Kulti Works at 1,26,000 tons. Out of 1,40,000 tons at the 
Hirapur Works, 2,64,000 tons will be supplied to tlie Steel Corporation of Bengal 
as hot metal (steel-making iron), and the balance of 1,76,000 tons consisting 
of pig iron (foundry grades) will be available for sale. At Kulti, out of the 
estimated total production of 1,26,000 kms, 16,000 tons will be high silicon 
pig iron which will be used in their own fouudrh's. In addition to this, 72,000 
tons of other foundry grades iron will also be required at the Kulti Works. 
Only 39,000 tons of various foundry grades will bo available for sale. Thus, 
out of the total estimated production of 5,66,000 tons per annum at Hirapur 
and Kulti, the halaiico of 2,15,000 tons will bo available for sale. 

5. {a) The following statement gives the works costs of hot raotal (steel 

making iron) at tho Works of the Tata Company and 
Works costs. Hirapur and K ulti works of the Indian Iron 

and Steel Company, the works costs of basic-grade pig iron at the Works 
of the Tata Company and at the llirapui: Works of the Indian Iron and Steel 
Company, and also the works costs of foundry grade pig iron at the Hirapur and 
Kulti works of tho Indian Iron and Steel Company — 




Indian Iron and Steol 
j Company 


1 ata Coni' 
pany 

Hirapur 

Works 

Kulti 

Works 


Ra. per ton. 

Bs. per ton. 

Rs. per ton. 

Hot motal (steol making) 

46-36 

62 ■4.') 


Pig iron (basic grade) 

!>5-80 

64-62 


Pig iron (foundry grades) 


70-09 

71-18 

Weighted average cost of pi); iron (foundry grades) 


71-( 

36 

nt Hirapur and Kulti 
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{h) Hot metal .—It will ho seen from the above statement that the cost of 
hot metal (stool-making iron) at the Hirapux Works of the Indian Iron and 
Steel .Company is higher than that at the Works of the Tata Company by Rs, 
16-09 per toji. The following statement gives the break-up of the works costs 
of hot metal into net nuitfu ial cost and above not material cost (operating cost): 


Items of coat. 

Tata Company's 
Works 

Indian Iron and 
Steel Company’s 
Hirapur Works. 

Materials ., .. .. ‘. 

Rs. per ton. 

41-23 

Rs. per ton. 

52-06 

Credits .. .. .. .. 

6-35 

6-29 

Net material cost 

34-88 

45-76 

‘ Above net material coat ’ (operating cost) 

11-48 

16-69 

Total works cost 

46-36 

62-46 


(i) Material cos<.—The higher material cost at the Hirapur Works of tha 
Indian Iron and Steel Company is due to the higher rate at which the Company 
gets its iron ore, coke and limestone. The consumption of coke and 
limestone also is higher than at the Works of the Tata Company. The larger 
consumption of coke and limestone was discussed with the Company’s represen¬ 
tatives and the explanation given by them was that the quality of the coke 
which the Company had booii using had deteriorated considerably and that, 
as soon as its now coke ovens came into operation, its consumption of coke 
and limestone would come down appreciahl}--. The reason for the higher cost of 
iron ore, is the higher freight on account of the longer distance over which the 
ore has to ho brmrght in the ease of the Indian Iron and Steel Company. In 
respect of limestone also, the basic cost as well as the freight are higher than the 
rates at which the Tata Company obtains it^ 

(«f) Operating cost .—The total operating cost at the Hirapur Works of 
the Indian Iron and Steel Company is also higher than that of the Tata Com¬ 
pany by Rs. 5-21 per ton. This higher operating cost is the cumulativo effect 
of higher costs of various items, such as steam, services and general works 
expenses, 

(c) Tig iron {basic grade ).—The works costs of basic-grade pig iron at the 
Works of the Tata Company and at the Works of the Indian Iron and Steel 
Company have been arrived at by adding the pig-casting machine expenses to 
the cost of hot metal. The comparative works cost of basic-grade pig iron are 
given below :— 


i 

1 

Tata Company 

Indian Iron and 
Steel Company. 

Cost of hot metal .. ,, ., .. 

Rs. per ton. 

40-30 

Rs. per ton. 

63-45 

Pig-oastiilg machine eiponses ., 

9-44 

2-17 

Total works cost 

65-80 

64-62 
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Tlie pig-canting niachino oxpcnst! at the Works of the Tata Company 
is higher than that oi‘ the Indian Iron and Steel Company hy Rs. 7'27. The 
higher expense is mainly due t.o the lower output of basic-grade pig iron, tfie 
production of whicli at the works of the Tata tiom|)any is only incidental. 

(d) Pif] iron (foundry-grades ).—The Tata Company is not producing ]>ig 
iron (foundry-grades) in any approiiiable quantity for sale, and wo have not 
estimated the works co.st3 of foundry-grade pig iron at the works of this Com¬ 
pany. The weighted average cost of foiuidry-grado pig iron at tho works of 
the Indian Iron and Steel Company at Hirapur and Kulti arc given below ;— 


• 

Production per 
annum. 

Rate per ton 


Tons. 

Bs. 

Hirapur .. .. .. 

1.76,000 

70-99 

Kulti 

1,11,000 

71-18 

Total production and weighted average cost per 
ton. 

2,87,000 

71-06 

These works costs repuesent the average cost of all grades cxccjit basic-grade 


and other special iro?i,s. • The figure of lls. 71 -06 per ton may be taken as tho 
works cost of grade 11. The works cost of grade I would be slightly Ifiglrer than 
1 1lls and that of grade III would be lower. Tho differonco in the costs ol 
various grades is due k) slight variations in tho (piantilics of raw juatorlals 
used aiiii in operating costs. Wo have not gone into those details.^ We, 
liowever, consider that the present dilTorcnce of Rs. 2 between the ])rlecs of 
grades I and II, grades II and III, and grades 111 and IV, is reasonable. This 
different ial is agreed to hy the Company. Accordingly, the average works cost 
aTTivcd at by us, viz., Rs. 71-06 may bo taken to represent the works cost of 
grade II and the w-orks costs of grade I and grade III may ho taken, to be Rs. 
73-06 and Us. 69-06 respectively. 

6. (a) Having determined the works costs,' we have now to examine the 
, , . overheads and profits. Under this heading, we ju'o- 

Over .ea s an pro i s. include depreciation, working caxrital, and a 

reasonable return to provide for managing agency commission, taxation 
and dividends. Of tlicse, we propose to relate depreciation and return to tire 
gross value of the block, and wc, therefore, proceed to doturmino the v;duo of 
tho block of the works at Hirapur and at Kulti. 

(b) Tlie gross value of tho block <‘it Hirapur as on Slsi March, 19id. cord- 
iim to the published accounts of the Company, was Rs. 582 lakhs, din) Work-s 
at Kulti previously belonged to the Beng.al Iron Company, and the Indian 
Iron and Steel Company took it over in 1936. T/ie gross value of the hi ok .at 
Kulti on Slst March, 1948, was Rs. 248 lakhs, which iucludftLi blocks rcl dmg to 
iripe foundry, brass foundry, spun pipe foundry and collieries, d.ho Comp.any 
pointed out that this value as given in the books of the Company did not give a 
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corr-^ot piobaro of blip, capital valiio of its plant and macliinery, as tbe value was 
written down at the time of tlie ain.ilgamation of the Bengal Iron Company 
witli the Indian. Itou and Steel Company. In assessing tfie gro.ss value of the 
block at Kulti for pig iron prodiietioii, we have, therefore, first to estimate the 
total value of tlie gr-ose bloclc and thou deduct from it the value of block relat¬ 
ing to ])ipo foundry, brass fouiidty .spun pipe foundry and collieries. This 
was not an matter. The Company submitted half a dozen estimates on 
different basi's aful finally suggested that the value of the block at Hirapur 
and Kulti together might be taken at R.s. 8 croros. We carefully examined these 
estimates and dlsmi.ssed them with the raanagemont of the Company. The 
O'lly course wdiich appo.ired to ns to be practicable was to estimate the value of 
tSic Idock at Kulti on the basis of tonnage of production in the snne ratio as trie 
value of the block to the tonnage of production at the Hirapur Works. At 
Hirapur, the value of the block, as pointed out earlier, is R.s. 582 lakhs. Of 
this, over a crore of rupees was spent on block for supply of services like power, 
gas, v/ator and steam to the Steel Corporation of Bengal at the time of its iii- 
cojition and which, strictlv speaking, did nob form a part of th.e block for the 
proiluction of pig iron. If we deduct this, the block for the prodaction of pig 
iron at Hirapur com-v; to ils. 132 ]akh.s. The estimated production of pig 
iron at Hirapur is 1,40,000 tons per annum. That means thit the value of the 
block employed for a ton of proiluction at Hiriipur, works out to Rs. 1O0-5. 
If we apply this value of block per to.u of production to the estimated production 
of 1,26,000 tons at Kulti, the value of the block at Kulti will be 
Rs. 138 lakhs. The gross value of the block at Hirapur (B.s. 532 lakhs) and 
Kulti (Rs. 138 lakhs) together will be Rs. 720 lakh.s. Wo hive not deductad 
Rs. 1 crore from the Hirapur block for the plant and machinery employed 
for .services to the Steel Corporation of Bengal, but we propose to make a 
deduction in tlie total overheads for the realizations f)ver co.sb from the Steel 
Corporation in respect of the supply of .sorvice.s. 

(c) /)eprecia(iion.-~The Company has asked for depreciation at a flat rate 
of5 per cent. On Rs. 8 crore.s, or Rs. 40 lakhs pu; annum. At present, 
the income-tax aathoribie,s allow the Company about Rs. 30 lakhs per annum 
and the Oomp.any will, therefore, be liable to incom v-tax on the .additional 
Rs. 10 lakhs. In order to loave. a net allowance of Rs. 40 lakhs, tho Company 
has suggested that the total allowance for depreciation should be Rs. 47 lakhs, 
Thi! sum of Rs. 30 lakhs, which the income-tax autliorities allow at present, 
include.s depreoiathm for the block relating to pipe fo iivlrv, brass foundry, 
spun [upo fouu'lr .', and collierie.s. If a reduction is made on this account, 
the .a.inount of depreciation l.liat i.s being allowed on plant and machinery em¬ 
ployed for pig iron production will bo still les,s. Beisido.s, wo have not agreed 
to the value of the block at Rs. 8 crore.s as tho Company has suggested. But, 
according to th<i new rub.!-; of depreciation auuouTicod'for a three-shift working, 
the Company will lie eiif.itlo.l to a higher depreciation than what it actually 
obtains at pre.sent. Taking all these factor.s into consideration, we allow Rs. 
30 lakhs per annum for depreciation. 

(d) Working capital .—'fhe Company has asked for an allowance of Ra. 12 
lakhs per annum a.s interest on a working capital Rs. 3 ororos at 4 per oont. 
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We have discussed with the represeutativea of the Company the principal 
items of expenditure constituting the working capital and found the Company’s 
claim for Rs. 3 ororos on the high side. We consider Rs. 2 crores for 
working capital as reasonable and allow 4 per cent, interest on it, which 
amounts to Rs. 8 lakhs. 

(e) Return on block .—Tlie Compajry has claimed Rs. 64 lakhs as profits, 
Rs. 6 lakhs as managing agency commission, and Rs. 5-51 as profit-sharing 
bonus. The total amount claimed under tho.S'i throe heads oomos to Rs. 75-51 
lakhs. To cover these items, wo consider a return of 8 per cent, on a block of 
Rs. 7-2 crores as reasonable, and we allow Rs. 58 lakhs. 

(/) Head office and selling expenses .—^The Company has not claimed any¬ 
thing under this head, as these expenses are already taken into account in the 
works costs. 


(g) Tlie following satatement gives the Company’s claim in rospuot of 
overheads and profits and the amount we have allowed 


Ttcina 

Amount claimed 
by the Company. 

Amount estimated 
by the Board. 


Lakhs of Rupees. 

Lakhs of Rupees. 

OVERHEADS— 

1 

1 


Dapreciatlon .. .. . • . • 

47 

30 

Interest on working capital .. .. .. 

12 

8 

Head office expenses .. ■ • • • 

•• 


MANUFACTURERS’ PROFIT. MANAGING 
AGENTS’ COMMISSION, AND PROFIT- 
SHARING BONUS. 

75-51 

58 

Total 

134-51 

90 


This estimate of Rs. 96 lakhs for overheads and profits inouldos surplus 
realisations over works cost in respect of services an<l supplies to the Steel 
Corporation and the sale of sulphuric acid. On these two counts, we propose 
to make a deduction of Rs. 10 lakhs, thus reducing the estimate of overhoad.-i and 
profits for hot metal and pig iron to Rs. 86 lekhs. Overheads and profits 
on hot metal nre, however, governed by the IlSCO-SCOB Agreement. Under 
this Agreement, for the supply of l»ot metal the Indian Iron and i.itool 
Company will realise from the Stool Corporation <alK)ut Rs. 17 laklis as depw- 
ciation, dehenture interest and surehargo at 5 per ceiit. on worics c.ost. Besides 
thi^', the Company will also realise about Rs. 12 bkhs as its sharfi of the Steel 
Corporation’s jirofits. Thus, the total overheads and profits that the Companv 
will he getting for hot metal sujiplied to the Steel CDriioration will .unount to 
about Rs. 29 lakhs. If we deduct this amount from 'Is. 86 iaichs, we get 
Rs. 57 lakhs as overheads and profits on pig iron available for sale. Wo propose 
to distribute this amount of Rs. 57 lakhs on a prodiu tion of 3,36,000 ton 
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(that is, 6,00,000 tois as suggested by the Company minus 2,64,000 tons 
sold as hot m.ital). Tlic overheads and profits on pig iron will then work 
out to Its. 17 per ton (i.i *oand figure). 

7. The following statement gives the works costs of pig iron, basic and 
Pairretentioii prices, ex- grades, overheads and profite, and fair ex- 
works. works retention price.s : - 


(1) 

• (2) 

(3) 

(4) 


1 

i 

Overhead.s 

Bx-works 


Works 

and 

fair 


costs. 

profits. 

retention 




1 price. 

_ 

Rs. per ton. 

Rs. per ton. 

Rs. per ton. 

Baflio grade • • • • . 

64-62 

17 

82 

Foundry grade I .. .. . ■ ■ ■ 

73-06 

17 

90 

Foundry Grade II 

71-06 

17 

8^ 

Foundry Grade in 

60-06 

17 

1 

86 

Foundry Grade IV 

67-06 

17 

84 


We recoTnrnond fair retention prices, ox-works, as given in column (4> 
of the above statement. 

«. (i/) During the course of our inquiry, we were informed by tbe Com¬ 
pany that, to avoid the present difficulties of supply 
Fut .V costs. limostone, the Company is negotiating with an¬ 

other firm for the supply of limestone and the rates quoted by the now Comp¬ 
any arc considerably higher. In our works CO, st,s we have not taken this in to 
account, as the Company had not fijiali.sod its contract with the new suppliers. 

(Jj) \Vq h i.v >, boei informed by th(» Company that during the course of tlie 
year its new cok.) ovon battery will com! into operibioa which should re/.luce 
its costs ap’prcc/iably ; and we, therefore, recommend tlsat at the end of a year, 
COS' S should Ix'. rsrviewed asid fair retc ition prices adjii,sl.(!d accordingly. 

9. Thi! Comp iu." 1 ms reproimted to us tiiat tire pr vc.it system of quoting 
l>iices f. o. r. ports and allowing a freight disadvantage 

Freight disa'lvantage. basis is unfair. It lias also fumislied us 

with a statem"nt sliowing tlia.t it incurred a loss of Its. 8-7-5 per ton during 
1947-48 and Il-s. 12-9-3 per to i for seven inoutlis, .djiril to October, 1948. As 
tbe termi of roferf'.ncc. to the Hoard confine this inquiry to (leteriiHiilag tiro fair 
ex-works r'ltontion price, we have not examined tins question, but we would 
•suggest that tire q'lehion cf freight disadvantage may be oxamiued by Govern¬ 
ment at an early date. 
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10. Our couclusious and reoommondat-ioM may he aumnmrised as under:— 

Summary of conclusion® 
and recommendations. 


(1) The works costs are basod-ou an estimated production of 5,66,000 
tons. {^Paragraph 4 (6)]. 

(2) The works cost of hot raotal at the Hirapiir works of the Indiau Iron 
and Steel Company is higher than that at the Tata Company’s Works by 
Ids. 16’09 [Paragraph 5 (h)]. 

(3) The weighted average works cost of pig iron (foundry grades) at the 
works of the Indian Iron and Steel Company is Rs. 71-06. [Paragraph -5 (c)]_ 


(4) Tho rate of overheads and profits is Rs. 17 per ton of saleable pig 

iron. [Paragraph G\. ■ 

(5) Fair retention prices for pig iron (basic and foundry grades) should be 
fixwl at rates given in column (4) of the .statement in paragraph 7. 


(6) As the new coke oven battery* of the Company will come into operation 
during the current year, the costs should be reviewed at the end of a year and 
fair retention prices adjusted accordingly. [Paragraph 8 (h)]. 

11. Our thanks are due to Mr. R. N, Kapur, Technical Adviser to the Board > 
. , and Mr. 0. N. Anand, Cost Accounts Officer attached 

c now e gmen s. Board, who assisted us at every stage of the 

m-juiry. 


G. L. MEHTA, 


PrcMilent. 


H. L. DEY, 

Member, 

B. V. N.^RAYANASVVAMY, 

Member, 

DOR.TISWAMY, 

Secretary, 

Bombay, 

18th March, 1049. 
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AITENDIX I 

iVidi PAfiAaRATH 2) 

No. 3-T(l)/‘<8. 

GOVEEMMRNT OT IKDIA 

MINISTRY OF COMMERCE. 

N.ew Delhi, the 15ih October, 1948, 


From 

R, Doraiawamy, Esquire, 

Under Secretary to the Goveminent oi India. 


To 

The Secretary, 

Indian Tariff Board, 

Contractor Budding, Nicol Road, 

Ballard Estate, Bombay. 

Subject. —Investigation by ike Tariff Board of the Steel prittt. 

Sir, 

In continuation of this Ministry’s letter No. 3-T{l)/48, dated the 7th January, 1948, 
on the above subject, I am directed to request that the Board, while determining the 
fair retention prices for billets and other categories of steel, may kindly investigate the 
works coat of hot metal (iron for steel-making) and also determine the fair ex-works 
price for pig iron (basic and foundry grades). 

Yours faithfully, 

(Sd.) B.. DORAISWAMY, 

Under Secretary to the Oovemment of Indian 


APPENDIX II 

(Vide RARAGRAPH 3) 

List of persons who were examined by the Board on the 7th\ani 8th December, 1948^ 


(1) Sir Padamji Ginwala T Representing the Indian Iron and Steel Com- 

(2) Mr. H. V. PeeUng > pany. Ltd., Bumpur, 

(3) Mr. E, G. Leversedge J 






